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The  Legislative  Audit  Connnittee 
of  the  Montana  State  Legislature: 

Enclosed  is  the  report  on  the  audit  of  selected  aspects  of  the 
Department  of  Administration  State  Emploj'ees  Benefit  Plan.  The 
audit  is  of  the  time  period  September  1,  1983  through  November  30, 
1983. 

The  audit  was  conducted  by  Charles  Bailly  and  Company  under  a 
contract  between  the  firm  and  our  office.  The  comments  and  recom- 
mendations contained  in  this  report  represent  the  views  of  the  firm 
and  not  necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 


Respectfully  submitted. 


Robert 
Legislative 


Charles  Bailly  &  Company 

Certified  Public  Accountants 


Suite  425  •  First  National  Bank  Building 
Great  Falls,  Montana  59401 
Telephone  (406)  727-4004 


Associates  in  principal  cities 

of  United  States,  Canada, 

Mexico  and  Europe. 


Mr.  Robert  R.  Ringwood 
Legislative  Auditor 
State  of  Montana 
State  Capitol 
Helena,  MT  59620 

Dear  Mr.  Ringwood: 

We  have  completed  our  audit  of  selective  aspects  of  the 
Department  of  Administration,  State  Employee  Benefit  Plan  for  the 
period  September  1  through  November  30,  1983,  and  are  pleased  to 
present  our  report.   It  is  organized  as  follows: 

-  Introduction 

-  Mutual  of  Omaha's  Claim  Payment  Accuracy 

-  Mutual  of  Omaha's  Claim  Turnaround  Time 

-  Conclusions  and  Recommendations 

Mutual  of  Omaha's  Written  Reply  to  Report 

-  Department  of  Administration's  Written  Reply  to  Report 

We  appreciate  the  opportunity  to  be  of  service  to  the  State 
of  Mont  ana . 
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Great  Falls,  Montana 
April  16,  1984 
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INTRODUCTION 


The  State  of  Montana  (State)  has  a  self-funded  Health  and 
Dental  Care  Plan  as  of  September  1,  1983.  Mutual  of  Omaha  is 
administrator  of  the  Plan. 


the 


PURPOSE  OF  SERVICE 

Section  2-18-816,  MCA  (Montana  State  Law)  requires  the  State 
Legislative  Auditor  or  an  independent  certified  public  accountant 
to  perform  an  annual  audit  of  the  State  employee  benefit  plans. 
Charles  Bailly  &  Company  was  selected  to  perform  an  audit  of 
selective  aspects  of  the  Department  of  Administration  State 
Employees'  Benefit  Plan  pursuant  to  an  audit  contract  dated 
January  13,  1984.   The  purpose  of  the  service  was  to  comply,  in 
part,  with  Section  2-18-816,  MCA. 

SCOPE  OF  SERVICE 

The  scope  of  our  service  was  stated  in  our  proposal  letter 
dated  December  13,  1983  to  Ms.  Gwen  Diamond  of  the  Office  of  the 
Legislative  Auditor.   The  scope  included  an  analysis  of  the 
medical  and  dental  claims  of  the  State  Employees'  Benefit  Plan 
for  the  State  of  Montana,  filed  with  Mutual  of  Omaha  and  paid 
from  September  1  through  November  30,  1983  for  1)  frequency  of 
errors  in  claims  paid;  2)  magnitude  of  errors,  and  3)  processing 
time  required  by  Mutual  of  Omaha. 

Statistical  sampling  techniques,  with  random  selection,  were 
used  in  the  audit  of  claims  in  order  to  make  comparisons  with 
future  periods  and  with  the  results  of  the  prior  audit  of  the 
State's  processing  system  and  other  systems. 

The  scope  did  not  include  an  audit  and  review  of  the  State's 
administration  of  the  plan  and  accuracy  and  timeliness  of  manage- 
ment reports  provided  by  the  administrator. 
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II.   MUTUAL  OF  OMAHA'S  CLAIM  PAYMENT  ACCURACY 


Our  audit  of  accuracy  of  the  claim  payments  processed  by 
Mutual  of  Omaha  for  the  period  of  September  1  through  November 
30,  1983,  involved  the  use  of  statistical  sampling.   Claims  were 
randomly  selected  and  tested  for  accuracy  of  payment  of  benefits 
as  described  in  the  Plan  Document,  State  of  Montana  Group  Health 
and  Dental  Plans. 

HEALTH  CARE  PLAN 

We  tested  a  sample  of  50  claims  filed  and  paid  during  the  period. 
The  statistical  results  of  the  claims  tested  and  a  summary  of  the 
error  found  follows: 

Error  Frequency:   One  error  was  found  in  the  sample  of  50 
claims.   This  is  a  2%  error  frequency  rate. 


Payment  Errors:   The  error  was  a  $163  overpayment  of  the 
$10,949  total  claim  payments  in  the  sample.   This  is 
a  1.5%  payment  error  rate. 


Comparison  of  Error  Rates:   The  frequency  error  rate  reported 
in  the  audit  of  Blue  Cross  of  Montana  for  the  plan  year 
ended  July  31,  1982  was  2.5%  and  a  net  underpayment 
error  rate  was  .02%.   The  results  of  our  work  with  other 
claim  departments  indicate  a  frequency  error  rate  of 
from  .5%  to  4%  and  an  average  of  2%. 


Summary  of  Error:   The  error  was  an  overpayment  of  $163  on 
claim.   The  error  was  a  double  payment  on  part  of  the 
claim  when  a  manual  correction  to  the  handling  of  an 
accident  claim  had  to  be  made,  because  the  computer 
system  was  not  programmed  to  handle  100%  payments  on 
accidents  . 
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DENTAL  CARE  PLAN 

We  tested  a  sample  of  50  claims  filed  and  paid  during  the  period. 
No  errors  were  found  in  the  sample  of  dental  claims. 

Comparison  of  Error  Rates:   The  frequency  error  rate  reported 
in  the  audit  of  Blue  Cross  of  Montana  for  the  plan  year 
ended  July  31,  1982  was  9.5%  and  the  payment  error  rate 
was  5.28%.   The  results  of  our  work  with  other  claim 
departments  indicated  an  error  frequency  rate  of  2%. 
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MUTUAL  OF  OMAHA'S  CLAIM  TURNAROUND  TIME 


Claim  turnaround  time  was  measured  from  the  date  the  claim 
documents  were  received  at  Mutual  of  Omaha  to  the  date  the  bene- 
fit check  was  mailed.   All  the  claims  tested  for  accuracy  of 
payment  were  also  tested  for  turnaround  time. 

HEALTH  CARE  PLAN 

Our  review  of  claim  turnaround  time  covered  50  claims  for  the 
period.   Of  these  claims,  52%  were  paid  within  14  days  of  receipt 
of  the  claim  documentation  and  the  remaining  48%  (24  claims)  re- 
quired more  than  two  weeks  processing  time.   Of  these  24  claims, 
19  had  documented  reasons  for  the  delay.   Five  claims,  10%  of  the 
claims  tested,  required  more  than  two  weeks  to  process  and  docu- 
mentation of  the  causes  of  delay  were  not  available. 

A  summary  of  the  turnaround  times  and  percentages  are  as 
follows : 


Elapsed 
Time 


No.  of 
Claims 


Percent  of 
Total 


0  -   7  days 
8-14  days 
15  &  over  days  - 
document  e  d 

Subtotal 


10 
16 

19 

45 


20% 
32 

38 


90 


15  &  over  days  - 
no  documentation 

Total 


_5 
50 


10 


100% 


For  the  plan  year  ended  July  31,  1982,  the  turnaround  time 
was  stated  as  the  average  number  of  days.   For  the  first  half  of 
the  plan  year,  the  average  number  of  days  for  a  claim  to  turn 
around  was  38.3  days  and  21.6  days  in  the  second  half  of  that 
plan  year.   The  average  turnaround  time  for  the  current  period 
was  16.8  days . 
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DENTAL  CARE  PLAN 

Our  review  of  claim  turnaround  time  covered  50  claims  for  the 
period.   Of  these  claims,  68%  were  paid  within  14  days  of  receipt 
of  the  claim  documentation  and  the  remaining  32%  (16  claims)  re- 
quired more  than  two  weeks  processing  time.   Of  these  16  claims, 
10  had  documentated  reasons  for  delay.   Six  claims,  12%  of  the 
claims  tested,  required  more  than  two  weeks  to  process  and  docu- 
mentation of  the  causes  of  delay  were  not  available. 

A  summary  of  the  turnaround  time  and  percentages  are  as 
follows : 


Elapsed 
Time 


No  .  of 
Claims 


Percent 
to  Total 


0  -   7  days 
8  -  lA  days 
15  &  over  days 
do  cumen t  ed 

Subtotal 


18 
16 

10 

44 


36% 
32 

20 


15  &  over  days  - 
no  documentation     6 

Total  50 


12 


100% 


For  the  plan  year  ended  July  31,  1982,  the  turnaround  time 
was  stated  as  the  average  number  of  days.   For  the  first  half  of 
the  plan  year,  the  average  number  of  days  for  a  claim  to  turn 
around  was  35.25  days  and  17.55  days  in  the  second  half  of  that 
plan  year.   The  average  turnaround  time  for  the  current  period 
was  11.14  days . 
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IV.   CONCLUSIONS  AND  RECOMMENDATIONS 


Our  conclusions  and  recommendations  regarding  the  Health  and 
Dental  Care  Plans  are  presented  below: 

HEALTH  CARE  PLAN 

Error  Rate:   The  frequency  of  payment  errors  found  in  our 

audit  of  the  medical  claims  is  less  than  the  plan  year 
ended  July  31,  1982,  and  also  below  what  we  have  found 
in  audits  of  other  claim  departments.   The  claim  payment 
error  rate  of  1.5%  is  higher  than  that  found  in  the 
audit  of  the  July  31,  1982  plan  year. 

Recommendation 

The  error  was  due  to  a  manual  adjustment  needed  to  cor- 
rect an  accident  claim  which  the  computer  system  would 
not  handle  correctly.   The  system  has  since  been  changed 
to  handle  accident  claims  correctly.   However,  we  recom- 
mend that  whenever  a  manual  adjustment  is  necessary  for 
correcting  a  previously  processed  claim,  that  all  such 
adjustments  be  reviewed  by  a  supervisor. 

Claim  Turnaround  Time:   Our  review  experience  with  other 

claim  department  systems  showed  a  range  of  90%  to  95%  of 
the  claims  being  paid  within  two  weeks  or  less.   Only 
52%  of  the  claims  reviewed  were  paid  within  the  two 
weeks.   However,  only  10%  of  the  claims  not  paid  within 
two  weeks  did  not  have  a  documented  reason  to  justify 
the  delay . 

The  average  days  of  turnaround  is  significantly  better 
than  that  shown  for  the  plan  year  ended  July  31,  1982. 

DENTAL  CARE  PLAN 

Error  Rate:   The  fact  that  no  errors  were  found  in  our  audit 
of  the  dental  claims  indicates  very  good  handling  of 
these  claims. 


Claim  Turnaround  Time:   Our  review  experience  with  other 

claim  department  systems  showed  96%  of  the  claims  being 
paid  within  two  weeks  or  less.   68%  of  the  claims 
reviewed  were  paid  within  the  two  weeks.   Seven  of  the 
ten  claims  that  had  documented  the  reason  for  the  delay 
were  because  of  a  wait  on  eligibility  verification. 
Also  the  six  claims  that  were  not  paid  within  two  weeks 
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and  were  not  documented  were  claims  that  came  in  within 
the  first  week  of  a  month,  and  were  out  within  a  few 
days  of  the  two  weeks.   The  average  days  of  turnaround 
is  better  than  that  shown  for  the  plan  year  ended 
July  31 ,  1982. 

Re commend at  ion 

We  recommend  the  eligibility  of  employees  be  provided  to 
Mutual  of  Omaha  earlier  in  the  month  in  order  to  al- 
leviate a  backlog  of  claim  processing  which  occurs  at 
the  month-end.   Processing  of  claims  more  evenly 
throughout  the  month  should  improve  turnaround  time. 

COMMENTS  ABOUT  PLAN  YEAR  ENDED  JULY  31,  1982  RECOMMENDATIONS 

Recommendations  made  regarding  the  company  involved  with  the 
State  in  the  Employees'  Benefit  Plan  for  the  plan  year  ended 
July  31,  1982,  have  not  been  considered  since  there  is  a  dif- 
ferent company  involved  in  this  audit  period.   The  recommenda- 
tions made  in  the  report  for  that  plan  year  regarding  State 
Administration  and  the  action  taken  on  these  recommendations  are 
presented  below: 

Eligibility  Verification 

It  was  recommended  that  a  procedure  be  developed  to  notify 
the  plan  administrators,  on  a  timely  basis,  of  employees  who 
terminate  their  benefit  coverage  and  that  the  Employee  Benefit 
Bureau  should  review  any  changes  in  eligibility  to  be  sure  all 
forms  are  filed  properly. 

The  State  has  implemented  procedures  to  provide  the  admini- 
strators with  eligibility  that  has  been  reviewed  by  the  Employee 
Benefit  Bureau  on  a  monthly  basis. 

Premium  Collection 

A  number  of  recommendations  were  made  regarding  premium 
collections  . 

With  the  change  in  plan  administrators,  the  forms  have  been 
changed  and  other  recommendations  are  now  implemented. 
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United  ol  Omaha  We  Insurance  Company  ■  Home  Off.ce  Mulual  ol  Omaha  Plaza   Omaha.  Nebraska  68175  ■  (402)  34J  7M)0  ■  V   I  <J>ut..  Cha,,man  ol  Ihe  Board  ■  Conrad  5  Young.  President 

Address  all  correspondence  to 


UnitGd 
Somalia 

A  Mutual  ttf  Omaha  Companq 

April    16,    1984 


CATHY  PITKIN 
Claims  Manager 


PORTLAND  GROUP  CLAIM  OFFICE 

9400  SW  Barnes  Road,  Suite  200 

Poilland,  OR     97225 

Phone  (503)  297-7601 


Charles  Bailly  &  Company 

James  J.  Wosepka,  CPA 

Suite  425,  First  National  Bank  Building 

Great  Falls,  MT   59401 


Dear  Jim: 

Thank  you  for  the  opportunity  to  respond  to  your  report 
on  the  audit  of  Mutual  of  Omaha's  accuracy  and  service  of 
claims  for  the  State  of  Montana. 

The  following  is  our  reply  addressing  the  service  and 
explaining  the  medical  error  that  was  found  in  the  audit. 


V.   MUTUAL  OF  OMAHA'S  WRITTEN  REPLY  TO  REPORT 


As  stated,  the  auditing  error  was  due  to  required  manual 
intervention  at  the  time  in  the  payment  of  Supplemental 
Accident  benefits.   The  System  has  since  been  programmed 
to  correctly  calculate  Supplemental  Accident  benefits 
without  the  need  for  manual  intervention,  which  reduces 
the  potential  for  error. 

It  was  recommended  that  all  such  adjustments  be  reviewed 
by  a  supervisor.   As  the  System  has  been  fixed  and  we 
foresee  no  future  need  for  manual  intervention  on  any 
of  the  other  benefits,  hopefully  there  will  be  no  need 
for  supervisory  review  of  claims  other  then  what  is  done 
in  our  internal  reaudits.   As  a  note,  the  overpayment  of 
$163.00  has  been  recouped. 

Claim  turn-around  time  was  measured  in  the  audit  from  the 
date  the  claim  was  received  to  the  date  the  payment  was 
made.   No  consideration  was  given  for  the  possible  need 
to  obtain  additional  information  before  the  claim  was 
payable.   For  example,  if  a  bill  was  received  on  the  first 
of  the  month  without  indication  of  other  insurance,  a 
request  for  that  information  might  go  out  immediately, 
but  if  a  reply  is  not  received  for  two  weeks  and  the  claim 
is  paid  on  the  15th  of  the  month,  the  audit  would  indicate 


V-1 


a  delay  of  ever 
claims  are  r.ct  : 
do  not  feel  ihe 


"."'ie/'.s  to  pay  tiiat  claim.   As  nany 
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:   he  If    ee?'.   -'-rh   for   eligibility, 
'fec-ef.       lliirs    for   the   c-jxrent 
. s    -r.e    first  week.      However, 
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TED  SCHWINDEN,  GOVERNOR 


DEPARTMENT  OF  ADMINISTRATION 

DIRECTORS  OFFICE 


MITCHELL  BUILDING 


STATE  OF  MONTANA' 


HELENA.  MONTANA  59620 


April  10,  1984 


Mr.  James  J.  Wosepka,  CPA 
Charles  Bailly  and  Company 
Suite  425 

First  National  Bank  Building 
Great  Falls,  MT    59401 

Dear  Mr.  Wosepka: 

I  have  reviewed  your  draft  report  on  the  audit  of  selective  aspects  of  the 
State  Employee  Benefit  Plan  for  the  State  of  Montana.  The  following  comments 
are  in  response  to  your  recommendation  that  the  eligibility  of  employees  be 
provided  to  Mutual  of  Omaha  earlier  in  the  month  in  order  to  alleviate  a 
backlog  of  claim  processing  which  occurs  at  month-end. 

The  monthly  eligibility  tape  is  presently  produced  by  the  Employee  Benefits 
Bureau  by  the  fifteenth  of  the  month  for  which  it  is  valid  and  then  sent  to 
Mutual  of  Omaha  by  overnight  mail.  The  problem  arises  because  of  claims  which 
are  incurred  after  the  first  of  the  month  and  received  by  Mutual  of  Omaha 
before  the  fifteenth  of  the  same  month.  Mutual  of  Omaha  cannot  process 
this  class  of  claims  until  after  it  receives  the  eligibility  tape  from  the 
State  on  approximately  the  sixteenth.  Claims  incurred  in  prior  months  can, 
however,  continue  to  be  processed. 

Although  the  Employee  Benefits  Bureau  would  prefer  to  provide  the  eligibility 
tape  sooner  in  the  month,  it  is  not  feasible  to  do  so.  The  eligibility 
system  is  closely  tied  to  the  payroll  system,  and  in  many  cases  payroll 
deductions  for  a  particular  month's  coverage  are  not  made  until  the  payday 
near  the  first  of  the  same  month.  Once  the  payroll  deductions  are  made, 
the  Employee  Benefits  Bureau  must  then  identify  incorrect  premium  deductions 
and  half-month  premium  deductions  (new  employees,  employees  on  leave  without 
pay,  employees  on  Workers'  Compensation  leave,  etc.).  These  lists  are  then 
sent  to  each  agency  so  that  employees  can  be  notified  and  given  the  option 
to  self  pay  their  remaining  premium  to  continue  coverage.  Once  these  self- 
paid  premiums  are  returned  to  the  Employee  Benefits  Bureau,  they  are  combined 
with  the  payroll  deductions,  P.E.R.S.  deductions,  and  other  self-paid  premiums 
from  retirees  and  legislators  to  produce  the  eligibility  tape.  This  process 
cannot  be  completed  in  less  than  the  two  weeks  that  are  presently  being  used. 


Thank  you  for  the  opportunity  to  comment  on  the  audit  report. 


Sincerely, 


Morris  L.  Brusett,  Director 
Department  of  Administration 
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AM  EQUAL  OPPORTUNITY  EMPLOYER 
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